pwe

Accounting Methods Spotlight

Recent developments
and guidance on tax
accounting 1ssues

September 2025 Q3




This quarter’s Accounting Methods Spotlight features:

e Guidance issued on new options for domestic R&E expenditures

e IRS narrows rules on “beginning of construction” for wind and solar facilities

e Notice 2025-28 simplifies application of CAMT to partnerships

e IRS Notices provide 2025 inflation adjustments for energy tax credits

e Tax Court holds that EV tax credit allowed only when car first placed into service
e Tax Court holds hedge fund’s basket option contracts not options

e Tax Court holds AbbVie’s break fee not subject to capital loss treatment

e New draft Schedule 1-A, Additional Deductions, allows taxpayers to claim new deductions

Did you know...?

Consistent with pre-2022 law, the One Big Beautiful Bill Act (the Act) once again allows companies to
immediately deduct or elect to capitalize and amortize domestic research or experimental (R&E)
expenditures under new Section 174A. In the first comprehensive guidance issued on these new rules, Rev.
Proc. 2025-28 includes procedures for companies to request accounting

method changes and make various elections, including options for recovering R&E expenditures previously

capitalized under the Tax Cuts and Jobs Act and retroactive application for small businesses.

See our Tax Insights, IRS provides a clear path on new options for domestic R&E expenditures, and Section

174A restores optionality to tax treatment of US research activities, for more information.

These procedures set forth steps companies need to take to realize an immediate cash tax benefit

from domestic R&E expenditures or make elections to manage the potential downstream impact of these
expenditures on their overall tax position. Rev. Proc. 2025-28 is effective August 28, 2025, but a transition
rule provides that the method change procedures provided in Rev. Proc. 2025-23 apply in lieu of

those in Rev. Proc. 2025-28 if a duplicate copy of a Form 3115 has been filed with the IRS National Office on

or before November 15, 2025.

Observation: The transition rule provides greater flexibility and certainty for taxpayers that have
already either filed or prepared Forms 3115 to align their accounting methods with the new domestic R&E
expenditure rules. In light of the new procedures, companies should (1) review current and prior treatment

of R&E expenditures, (2) assess eligibility for new accounting methods set forth in Rev. Proc. 2025-28,
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and (3) model the impact on taxable income, credits, and other tax attributes. The options to immediately
expense domestic R&E activities, including retroactive application to small businesses, offer significant and
unique opportunities for an immediate cash tax benefit that should be considered in computing estimated

federal income tax payments.

For additional discussion about the Act’s domestic tax provisions affecting businesses, see our Tax

Insights below:

e OBBBA permanently extends 100% bonus depreciation, introduces qualified production property

e OBBBA modifies limits on deductions for business interest and corporate charitable contributions

e Navigating the energy credit landscape after OBBBA

e New rules limiting employer deductions for certain meals become effective in 2026

e OBBBA expands availability of completed contract method to residential construction.

IRS guidance

IRS narrows rules on “beginning of construction” for wind and solar
facilities

Changes made by the Act accelerate the termination of clean electricity production and investment credits to
disqualify wind and solar projects under Sections 45Y and 48E (clean electricity credits) that are placed in
service after December 31, 2027. However, companies that begin construction on projects before July 5,

2026, have an additional two years to place wind and solar facilities in service (i.e., by December 31,

2029). See our Tax Insight, Navigating the energy credit landscape after OBBBA, for more information

about the Act’s changes to energy credits.

Prior to the enactment of the Act, companies generally could establish the “beginning of construction” for
energy tax credits using either the Physical Work Test, which designates construction as beginning when
physical work of a significant nature commenced, or the Five Percent Safe Harbor, under which construction
begins when a taxpayer has paid orincurred at least 5% of the total project cost. Under both

methods, a continuous program of construction must be maintained after the initial physical work begins

with ongoing, significant construction activity until the facility is placed in service.

Notice 2025-42, issued in response to an executive order, significantly limits how to determine the date that

construction begins for clean electricity credits for wind and solar facilities. Notice 2025-42 provides
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that most wind and solar projects must satisfy the Physical Work Test to demonstrate that construction has
begun by showing that physical work of a significant nature has commenced, either through on-site or off-
site work. As a result, only certain low output solar facilities are eligible to use the Five Percent Safe

Harbor. See our Tax Insight, IRS Notice sheds light on construction rules for wind and solar credits, for

more information.

Notice 2025-28 simplifies application of CAMT to partnerships

Treasury and the IRS recently issued Notice 2025-28, indicating an intent to partially withdraw

proposed corporate alternative minimum tax (CAMT) regulations that relate to partnerships and providing
interim guidance simplifying the application of CAMT to partnerships. Notice 2025-28 states that revised
proposed regulations (forthcoming proposed regulations) will include rules like the interim guidance

provided in the Notice.

Notice 2025-28 provides new elections and methods for determining a CAMT partner’s distributive share of
adjusted financial statement income (AFSI) with respect to a partnership investment. Taxpayers may choose

to apply these new elections and methods or continue to rely on prior guidance.

Taxpayers should evaluate the new options available to them while there is still time to make changes in
federal income tax returns for 2024 without having to amend or file administrative adjustment requests.
Calendar year corporations on extension have until October 15, 2025, to apply the guidance contained in

Notice 2025-28.

See our Tax Insight, Interim guidance simplifies application of the Corporate Alternative Minimum Tax to

partnerships, for more information.

IRS Notices provide 2025 inflation adjustments for energy tax credits

In Notice 2025-37 and Notice 2025-38, the IRS has published the inflation adjustment factors and

applicable amounts for calendar year 2025 for the following production credits enacted as part of the

Inflation Reduction Act of 2022:

Section 45U zero-emission nuclear power production credit,

Section 45V clean hydrogen production credit,

Section 45Y clean electricity production credit, and

Section 45Z clean fuel production credit.
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These inflation adjustment factors and applicable amounts are adjusted annually for inflation and used to

determine credit amounts.

Recent cases

Tax Court holds that EV tax credit allowed only when car first placed
into service

The Tax Court in Moon v. Commissioner held that an electric vehicle (EV) is placed in service for purposes
of the one-time $7,500 clean vehicle tax credit under Section 30D only in the first year that it was ready,
available, and used consistently with its specifically assigned function. Although the term “placed in service”
is not defined in Section 30D, the court said that it is defined in regulations under other code sections and
that, with respect to the Section 38 general business credit, the court has held that property is placed in

service when it is ready to be regularly used for its specifically assigned function.

In this case, the taxpayers purchased an EV in 2013 and claimed the one-time maximum $7,500 credit each
year through 2018. They petitioned the Tax Court after the IRS disallowed their claim in 2019. The IRS in its
brief said that other tax credits consistently define something as placed in service only when the asset is
ready and available for full service. The Tax Court found that the credit was allowable only for the tax year in
which the EV was first placed in service and sustained the notice of deficiency and accuracy-related penalties

assessed by the IRS for 2019.

The Act terminated EV tax credits under Section 30D, as well as Sections 25E and 45W, for vehicles

acquired after September 30, 2025.

Tax Court holds hedge fund’s basket option contracts not options

The Tax Court in GWA LLC and Weiss v. Commissioner held that certain contracts owned by the taxpayer
that were structured as basket option contracts were not in fact options, but instead were basket
securities. The court further held that the recharacterization resulted in ordinary income adjustments
that constituted a change in accounting method necessitating a Section 481(a) adjustment to

avoid an omission of income.

In this case, the taxpayer acquired contracts in 2003 that were structured as a 12-year call option to acquire
securities from a foreign bank. Pursuant to these contracts, the foreign bank agreed to pay the taxpayer to
settle the contracts if the securities increased in value. When the options terminated in 2009 and 2010,

the taxpayer reported the payments received as long-term capital gains.
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The court agreed with the IRS’s argument that the taxpayer had not bought options to acquire the securities
but rather owned the securities from 2003 through the audit years 2009 and 2010. However, most of the
appreciation in the value of the securities occurred in 2003 through 2008, which were closed years. The
court held that the adjustments made by the IRS to account for the contracts’ appreciation resulted in

a change in the taxpayer’s accounting method from the use of an open transaction method to a method

that required the taxpayer to recognize and net the income and expenses associated with the contracts on an
annual basis. As a result, the court further held that a Section 481(a) adjustment was required to avoid the

omission of the reporting of income that had occurred in tax years that were otherwise closed.

Tax Court holds AbbVie’s break fee not subject to capital loss
treatment

The Tax Court in AbbVie, Inc. v. Commissioner granted summary judgment to AbbVie holding that the $1.6
billion break fee AbbVie made to Shire plc after a failed merger was not subject to capital loss

treatment pursuant to Section 1234A(1). Section 1234A(1) provides that gain or loss attributable to the
cancellation, lapse, expiration, or other termination of a right or obligation with respect to property that is

(or on acquisition would be) a capital asset in the hands of the taxpayer is treated as a capital gain or loss.
According to the Tax Court, Section 1234A(1) applies if the following requirements are met:

e There must be a gain or loss;

e The gain or loss must be attributable to the termination of a right or obligation;

e The terminated right or obligation must be “with respect to” property; and

e The property underpinning the terminated right or obligation must be (or on acquisition would be) a

capital asset in the hands of the taxpayer.

The Tax Court found that the break fee was not attributable to a termination of a right or obligation “with
respect to property,” failing the third requirement because AbbVie’s agreement with Shire was for services —
not for the sale or purchase of property, as AbbVie did not own the shares that were to be exchanged. Thus,
the Tax Court held that the break fee was not paid to terminate rights and obligations with respect to
property within the meaning of Section 1234A(1).

The IRS on September 15 filed a notice of appeal to the US Court of Appeals for the Seventh
Circuit challenging the Tax Court's decision to grant AbbVie’s motion for summary judgement. Its opening

brief in its appeal is due October 27.
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Other developments

New draft Schedule 1-A, Additional Deductions, allows taxpayers to
claim new deductions

The IRS has released a draft Schedule 1-A, Additional Deductions, that will allow taxpayers to claim new
deductions recently enacted in the Act, including deductions for qualified tips, overtime pay, car loan
interest, and seniors. Instructions were not released with the draft form, although a fact sheet (FS-2025-
03) was published providing guidance regarding these four deductions.

Treasury on September 19 released proposed regulations addressing the temporary federal income tax
deduction for individuals who receive certain qualified tip income, effective for calendar years 2025 through
2028. The guidance clarifies the definition of "qualified tips" for employers with tipped employees. The
proposed regulations also enumerate the occupations that customarily and regularly receive tips on or
before December 31, 2024, for these purposes. See our Insight, Proposed regulations outline employer
considerations for tips, for more information.

Let’s talk

For a deeper discussion of how these developments might affect your business, please contact one of the

PwC professionals listed below:

Monic Kechik Christine Turgeon George Manousos
(847) 815-9626 (973) 202-6615 (202) 302-0942
monic.kechik@pwe.com christine.turgeon @pwc.com george.manousos@pwc.com
Dennis Tingey Topher Call Jason Black

(602) 770-3565 (949) 910-1518 (954) 895-8200
dennis.tingey@pwec.com topher.call@pwce.com jason.m.black@pwe.com
Adam Hales Jim Martin Scott Rabinowitz

(702) 756-0349 (540) 455-8416 (301) 801-7056
adam.hales@pwc.com james.e.martin @pwc.com scott.rabinowitz@pwe.com
Sara Logan Jennifer Bernardini

(202) 834-4831 (202) 449-2723

sara.l.logan @pwc.com jennifer.bernardini@pwec.com

© 2025 PwC. All rights reserved. PwC refers to the US member firm or one of its subsidiaries or affiliates, and may sometimes refer to the PwC
network. Each member firm is a separate legal entity. Please see www.pwc.com/structure for further details.

This content is for general information purposes only and should not be used as a substitute for consultation with professional advisors.
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